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MEMORANDUM FOR: Office of Legislative Counsel

ATTENTION : | 1
FROM :
Chief, Cover & Commercial Staff
SUBJECT : Pending Compromise of Agency
Proprietary Organizations
REFERENCE : C/CCS memo to Office of Legislative Counsel

dated 5 May 1976, same subject as above.

Your office has asked for a copy of exerpts from the
Rockefeller Commission Report and the Senate Select Committee
Report which support certain statements made in reference.
The applicable exerpts are attached hereto.

Attachment:

Exerpts as stated
above

cc: 0OGC
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MEMORANDUM FOR: Office of Legislative Counsel

2551 ATTENTION
25X1 FROM
Chief, Cover § Commercial Staff
SUBJECT : Pending Compromise of Agency
Proprietary Organizations
REFERENCE ¢ C/CCS memo to Office of Legislative Counsel

dated 5 May 1976, same subject as above.

Your office has asked for a copy of exerpts from the
Rockefeller Commission Report and the Senate Select Committee
Report which support certain statements made in reference.
The applicable exerpts are attached hereto,
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Attachment:

Bxerpts as stated
above

cc:  0OGC
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a large reservoir of foreign ntelligence; they arve by far the most
acgessible source of such information.

The division’s files on American citizens and firms representing
I potential sources of mformation constitute a necessury part
of its legitimate intelligence activities. They do not appear to be
vehicles fox the collection or communication of delormtor} embar-
rassing, or sénsitive information about American citizens.

The division efforts, with few exceptions, have 'b‘_"eéli confined to
legitimate topies)

’[‘h(, collection of information with respect to Ameucan dissident
groups exceeded ]eommnte foreign intelligerice collectlon and was be-
yond the proper scop of CIA activity. This Jmpxopmcty Was recog-
‘nized in some of the division’s own memoranda

The Commission was u{nbl&e to discover any specific purpose for
the collection of telephone\toll call information or any use of that
mnformation by the Agency. In the absence of a valid purpose, such
collection is improper. \\ i

B. Provision and Contrai of Cover for CIA PerSonnel -

CIA personnel engaged in clandestme toreign intelligence activities
cannot travel, live or pertorm their duties openly as Aoencv employ-
ees. Accoxdmtﬂy, vntl}ally all CIA personnel serving abroad and
many in the United States assume a “cover as employces of another
government egency or of a commercial enter puqe. CIA involvement in
certain activities, such as research and developmenL projects, are also
sometimes conducted under cover. ,

CIA’s cover farrancvementq are essential to the CIAS per fmm%nce '
of its foreign/intelligence mission. The investigation has disclosed

‘no i msLances,:m which domestic aspects of the CL&%, cover arrange-

ments inv ol\ ed any violations of Jaw. s,

By deﬁmtxon however, cover necessitates an element of deception
which miust be practiced within the United States as well" as w ithin
foreign’ countries. This creates a risk of conflict with various* regula-
tory 5tatutes anlother legal requirements. The Agency re covm/es this
risl It has installed controls under which cover ar rannements are
closely supervised to attempt to ensure compliance Wlth applicable
Aws.

C. Operating Proprietary Companies %’

The CTA uses proprietary companies to provide cover and perform
administrative tasks without attribution to the Agency. Most of the
large operating proprietaries—primarily airlines—have been liqui-




dated, and the remainder engage in activities olfering little or no
competition to private enterprise. _

The only remaining large proprietary activity is a complex of fi-
naneial companies, with assets of approximately $20 million. that
enable the Ageney to administer certain sgnsitive trusts, AnNUIies,
escrows, insurance arrangeinents, and other benefits and paymens
provided to officers or contract employees without attribution to CL\.
The remaining small operating proprictaries, generally having fewer
than ten employees each, make nonattributable purchases of cquip-
ment and supplies. :

Except as discussed in connection with the Office of Security (see
Chapters 12 and 13), the Commission has found no evidence that any
proprictaries have been used for operations against American citizens
or investigation of thelr activities. ‘Al of them appear to be subject
to close supervision and multiple financial controls within the Agency.

D Development of Contacts With Foreign Nationfil;

", 2

In_connection with the CIA’s foreign intelligence vesponsibilities,
it secks to develop contacts with foreign nationals within the United
States. Agnerican citizens voluntarily assist in developing these con-
tacts. As far as the Commission can find, these activities have not
involved co%‘rgive niethods. '

These ncti\'i"’cigs appear to be directed entirelysto the production
of foreign intellizence and to be within the aut}_ﬂl’dlrity of the CIA. We
found no evidencethat any of these activitiecs have been directed
against American cifizgns. o
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~ E. Assistanctsjn Narcoties Control

i i

The Directorate of Operutim{%‘{prm'ides foreign intelligence sup-
port to the government’s efforts to eontrol the flow of nareotics and
other dangerous drugs into t]is countrys, The CTA coordinates clandes-
tine intelligence collectionsoverseas andprovides other government
agencies with foreign intelligence on drug traffic.

From the beginning-of such efforts in 19(1{3}-‘;"110 CIA Director and
other officials have instructed employees to make ng attempt (o gather
information on Anericans allegedly traficking in drugs. If such in-
formation is obtained incidentally, it is transmitted to law enforce-
ment :\gcnc'i,gs": M

Concerng that the CLA% narcotics-related intel igence acti?’itiihes may
involve the Ageney in law enforcement or other actions directed
agnil}s(f American citizens thus appear unwarvanted. N

o
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1+ Howard Hunt. Use of U.8. alias documentation, such as clriver}”

enses and eredit cards, has been severely limited and requires ap-
odal of senior oficers under the overall control of the Agency.
A\l ocumentation may be issued to other agencies only with ap-
proal oRghe Deputy Director of Operations. All such docuritentation
j’;==~( be acebunted for every six months. L

14 1069 che s{atement of functions of the office responsible for cover
arranzements wig revised to eliminate the authority, formerly hel(.l,to
e eharitable orgéh{izations and individuals for(in’selﬁng funds nto
croantzations and pJ'(‘)grams supported by the Agency.

Finally. the occasiona] provision of cover to‘other agencies has been %

W

rersinated.

Growing public familiatiy with the Agency’s use of cover has led
toa tendeney to identify mary government and some private activities
w:th the CTA—frequently withiout justification. ! '

Thi~ has had an unfortunatetendency to impair the usefulness of
-~atae non-Ageney related goverr’unﬁent activities. In addition, it has
prowressively tended to narrow available cover arrangements. for the
\zeney., 4 '

¥

: Conclusions\

B

CL\'s cover arrangements are essential E\Bk.jéhe CIA’s performance
+1its foreign intelligence mission. The investization has disclosed no
a=tanees in which domestic aspeets of the CIA &cover arrangements
anolved any violations of law. ®
By definition, however, cover necessitates an element of deception
which must'be practiced within the United States as Jwell as within
foreign countries, This creates a risk of conflict with xf'}nions regu-
atory statutes and other legal requirements. The Agency recognizes
this risk, It has installed controls under which cover arrangements
An'vl,,c"losel ¥y supervised to attempt to ensure compliance with appli?*fable-
ol .
f.’l,“ 3.

C. Operating Proprietary Companies _ “/%

In addition to the proprietary companies created solely to provide
cover for individual CIA officers, CIA has used proprietary com-
panies for a variety of operational purposes. These include “cover”
and support for covert operations and the performance of adminis-
frative tasks without attribution to the A gency.

Tt has been charged that certain of these Ageacy-owned business
viitities have used government funds to engage n large-scale com-

P78M02660R00020001~E
b D R T Y




. ,Av.pproved .Fio;r Re\le,"éé , ?6011[

218

mercial operations, often in competition with American private enter-
prise. There was a limited factual basis for these allegations in the
past, but the investigation has disclosed that the Ageney has lignidated
or sold most of its large operating proprietaries. The remainder en-
gage in activities of limited economic significance, providing little 1f
any competition to private enterprise.

By far the largest part of the A gency’s proprietary activity consisted
of a complex of aviation companies, including Alr America, Southern
Air Transport, and Intermountain Aviation, Ine. These companies,
which at one time owned assets in excess of %50 million, provided
operational and logistic support as well as “cover” for the Agency’s
foreign covert operations, primarily in Southeast Asia.

The investigation has disclosed that some of the services provided
by the alr proprictaries were competitive with cervices of privately
owned firms, both at home and abroad. ITowever, most of the aviation
companies have been lignidated or sold and the rest arc expected to
be disposed of shortly. This will end the Agency’s commercial involve-
ment in the aviation field. Proceeds of these liquidations and sales
are not used by the Agency; they are returned to the United States
Treasury asmiscellancous receipts.

Another major proprietary activity consisted of the operation of
Radio Free Europe and Radio Liberty, which beaned broadcasts to
Eastern Europe. These stations, originally owned and operated by
the CIA, provided both facilities and “cover” for the CILA’s cduca-
tional and cultural activities. IR ;

Although these stations were funded by the CTA, they appealed
for contributions to the public without disclosing their CLA. connection.

However, ownership and control of these stations was turned over
to the State Department, which operates them today without conceal-
ing the government connection.

The major remnaining proprietary activity of the Agency involves
a complex of financial comnpanies. These companies enable the Ageney
to aciminister certain sensitive trusts, annuities, escrows, insurance
arrangements, and other henefits and payments provided to oflicers
or contract employees without attribution to the CIA. Their assets
presently total approximately $20 million, but the finaneial holdings
of the companies ave being recluced.

Alost of these funds ave invested abroad in time deposits and other
inferest-bearing securities. T.ess than 5 percent of these funds ave
invested in securities publicly traded in the United States, but these
investinents are beng liquidated and the proceeds returned to the
Treasury. -\t no tine has one ov any combination of these companies
owned a controlling interest in any firm with publiely traded seeuri-

08123 éﬁﬁﬁﬁ?ﬁﬁﬁﬁ%ﬁd’?ﬂﬁbﬁ%&%j0-’3.   B
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ties. The investigation has disclosed no evide
law by the CTA in connection with the m
‘these investments,

’.I‘he :f\genc_\f continues to maintain a limite
prmtm-{es‘; as well. Their purpose is primarily to provide cover for
the :l(rtl.VltJQS of certain officers, agents, and contractors aﬁd to mrﬂ-:‘
nf)nuttmbl}tnble purchases of equipment and services, :_I'hos-e com‘)'::
nies are cylstinct from the so-called devised facilities in thz;t thev 11;(_
engaged in actual cominereial or professional activities. nltliou;hl of
mrj“lest. proportions. Generally, they have fewer than 10 m‘:‘}}')];:vee%
. I'he .Agonc_\‘ also provides small anounts of subsidies a-nd" o;ex'f;:
ln.»n:}l mvestments to firms engaged in activities abroad useful %0 i‘ts

MIss0ns. ' L ’

nee of any violations of
aking or management of /!

 number of small pro-

\»\‘nt'h few exceptions, the- CIA’s operating prbprietaﬁéébhé.\'e- been
i doreed from oponiins s i budetess suppor. Tove
s ed | : ave been oflset against operating
costs. Only two proprictaries are reported to have generated sionifi-
cant profits: Adr Ameriea in the performance of I‘J;ited S‘t—nte.:frrov—
Frament contracts in Southeast Asia, and several of the ﬁn‘z‘n?(-ial
vonpanies I return on investment. In hoth cases, profits were‘/in
the p‘:xst, retained for use by the proprietary companies purtu;m\i to
the General Counsel's opinion that these funds 115-2:(1 not he Jtettur’ : 1
o the Treasury. A

The ereation. operation and liquidation of operatineg proprietaries
I losely controlled by high Agency officials. All suc.-hD p'rcjects mus-t.
u;u}"v r‘ho :}meval of the Deputy Director of Operations or his assist-
;f;-n(.‘iwtn:‘.;]]two or .substantial cases must be approved by the Director
"t Centra Intelligence. Each requires an administrative plan which
it h.zl\’e. the concurrence of the Deputy Director of Operations
r!n-.()ﬂu'o. of General Counsel, the Office of Finanre and ('ert:ﬁnuothe;;
iy officers. Expenditures or reimbursements must be a ppro%‘ed by
feponsible senior operating and finance officers. All projects are sub-
Pt to amnual review as a part of the budget process and regular
telits ave made, ' R s

A related activity o
vebeover for educational and cul%uml '11' : SOOH (‘(' d lf?th \ vemd'e

! ‘ al activities abroad. The Agency’s
'xl{m-tnm w1r13 that foundation has been terminated, T
he Ageney in the past has also provided a lesser measnre of sup-

R ITIE] .

: I]l \;:;::N‘)\;CI&“C;? ‘Ofamp]e was the National Student Association,

et :n'nd :zct}\-i(‘ﬁil(‘lfmtl‘?tl'ldmct%‘ who participated in international

el the faer oL s 'n,h] 1967, when Bamparts magazine ve-
't CLA offered some support to that activity, A rezsulting
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report by a committee under then Deputy Attorney General N 1chol.
DeB. Karzenbach led to divections to CTA to terminate SUPport of
Ameriean foundations and voluntary associations. So far as the Coy,-
mission has been able to determine, the Agency has complied.

-Conclusions ‘

Except as discussed in connection with the Offce of Security (sec
Chapters 12 and 13), the Comimission has found no evidence that any
proprietaries have been used for operations against Ameriean citizens
or investization of their activities. All of them appear to he subject
to close supervision and multiple financial controls within the Agency.

LR

]
i
i
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D. Development of Contacts With Foreign
Nationals

&

",

ey
\ Another significant domestic activity of the CTA consistsof efforts
to\d‘e\velop contacts with foreign nationals who ave temporarily within
the Unjted States. This activity is within the United -States, and its
primary\purpose is to develop sowrces of information. As far as the
Commission can determine, coercive methods, such as blackmail or
compromize, "have not heen used. . .
The CIA enlists the voluntary assistance 6f American citizens in
its efforts to meet: and develop contacts witli Toreign nationals. These
citizens are not co%pnsatcd for their sexyices, but may be reimbursed
for any expenses they neur, They ave xft‘i“lly aware that they are assist-
ing or contributing information to thé CTA. At all times, they are free
to refuse or terminate their ¢oppergtion,
Prior to requesting the aid ofAn American citizen in this manney,
the Agency oceasionally obtajis A name check through its Office of
Security, but does not othetwise i‘l’b;estigate such persons. In most

RpniTnd

“ . . . % . . . < . . Y ALE
cases 1t will maintain a file 6n such an nidividual containing biegraphi- _( L ’%
cal information and a hrief history of tlfe, person’s cooperation with vith e

£

Nurvots

the division. No recoprds are kept by this“""(_b;\'ision with respect to el
persons who «1eclim;/fo assist the Agency. S Iating &

Under a written”agreement with the FBI, nn%ainformat-ion of an
internal security” or counterintelligence nature whieh comes to the
division's atteption in the course of these activities is inunediately re-
ferred to theBureau. S

The Copimission’s nvestigation has disclosed no evidencé‘—-‘t\hat the
divisim},ﬁl question has been used to collect information about Amer-
ican (/;jt'izens or their activities at home or abroad., Ty,

-
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